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REPORT ON BCONOMIC DEFENSE POLICY

Scope and Nature of Review

1. In accordance with & directive of December 22, 195h,'from the National
Security Council (NSC 5429/5, para. 7(c)(L), the Council on Forelgn Economic
Policy discussed generally the problem of economic defense and then formed a
Task Force, consisting of a Steeringcﬁmmittee and a subordinate Drafting Group,
to examine all phases of the problem. The initial NSC directive to the CFRP,
passed down to the Task Force, called for a thorough review of present U.S,
sconomic defenée poiicy applicable to prade_with the Communist bloc (including
Communist China) and for such recbmmendations for revisions as might be required
by national security interests, both lohg and short raﬁge. The Tésk Force has
complied with this directive and offers for the Council's consideration a modified
economic defense policy statement which it believes will serve best.at the present
time tﬁe over-all security interests of'thq United States, |

Why Review Necessary

- 2; The necessity for the review stems both from the pressures of current
problems and the fact that the last major survey of the program took place in
August of 1953, WMany international developments have occurred since that date,
and there has been concern witlin the U, S. Government that the current program
may possess certain ma jor inadequacies. It is necessary to ascertaln whether
the policy as last approved by the NSC is flexible enough to encompass these and
possible future deﬁelcpmantso An immediate impetus for the review has been the
problem of coping with the considerable pressure from our principal allies to

plan tO'reduce'the disparity in the levels of multilateral controls as applied
| e Sl
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against Communist China compared with the rest of the Soviet bloc as quickly as

the international situation, especially vis-a-vis Communist China, would permit,
Background

3, In the summer of 195L, based upon an sarlier NSC decision which had
established the current policy, and gulded by subsequent NSC directives for spe-
cific moves in the interim, the United States agreed to a considerable reduction
in the multilateral lewvel of trade controls applied to the Soviet bloc, excluding
Commmnist China, This reduction was partly justified becauge change in circum-
stances with passage of time removed the necessity under the then applicable list-
ing criteria, for continued ceéntrol over certain listed items., Most important,
however, were pressures from our allles; particularly the United Kingdom, to in-
crease trade with the Soviet blec. In order to avoid serious divisions endanger-
ing the multilateral cooperative effort, the U. S. agreed to revisions in the
control systems which went significently beyond the limits which the U, S. believed
to be justified, :

L, The NATO allisnce had decided in late 1953 that the tensions upon which
its war plans were based should be regarded as of indefinite duration, The export
control program, however, continued to be based on the earlier NATO estimate of
the likelihood of general Wa® within a shorter peried, Some reconciliation of
these divergencies of_posture wag required; the list reduction was partly
responsive to this need. The revision effected #as recognized by the participat-
ing countries as putting the controls on a narrowed basis which they regarded as
defensible and necessary for application throughout a lengthy future periodo'
8ince civil war was aflame in Indo-China, it was possible to confine the reduction
to the Buropean Soviet bloc. However, it was necessary even then, in response to
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Japanese requests, to agree that a high level review would be undertaken re-

garding the China trade centrol levels at a later time. Pressures were renewed
and accumulated for such a review im the fall of 1954, after the Indo-China
settlement, but Communist Chinese action in the Formosa Straits made it difficult
for any country to press the U. S. for immediate change.

S,v In view of recent developments in Eurcpe which may lead to relaxation of
tension between the European Soviet bloc and the West, and of the indications from
Commmnist China, though far more uncertain, that relaxation might cccur in Asia too,
it becomes possible that in the next foreseeable period certain revisions in the
control system mdy have to be sefiously considered. An up=-to-date economic de-
fense policy should indicate the types of revision in the control system which the
U. 8. should be prepared to resist and the types of revision which the U, S. should
be prepared to entertain, in the directiona.either of tightening or of relaxing
the system, on the basis of reasonably predictsble changes in circumstances, It
is important; too, that U. $. policy be brought into this state of readiness as

quickly as possible in order that the U. 5. ke in a position to retain initiative

‘and leadership on any questions of major revision that may arise in the councils

of the countries participating in the cooperative control organizatiom. This de=
lineation of policy must ﬁe shaped by economic defepnse considerations, but the
statement of policy should also reflect a sufficient portrajal of the functions of
the trade control program and an evaluation of its impact so that our highest
authorities, looking at the trade control system in the context of our entire
foreign relations, may be enabled to make an informed choice between objectiveé

in this field and objectives in other fields, if such a choice should become

' necessary.
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6. The Tagk Force wishes 1o note im this comnection, too, that its examin-

ation of EastWest trade controls, and hefce its yecommendations as te policy,
ar?e circumscribed by the extent '&é which problems of Bast-West relations and,
more particularly, problems of Bast-West trade, fall within its ken and compe-
tence; there are other aspects of East-West trade and obviously many aspects of

. Bast-West relations which 1iet'mthin the Jurlsdiction of other policy-formulating
bodies of this government. Some of these problems, such as the disposal of gov-
ernment~held agricultural surpluses, way be drawn together in the Council to
vhich bur repor_t is now being submitted, @ther ‘aspe.cts .of Bast-West trade re-
lations, such as those of a psychological warfare nature, may have to be coordin-

ated with economic defensé policy in the National Security Council itself,

=
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Current Control Program

7- The main features of the praesent economic defensé contnoi system applied
by the member countries of the Consultative Group, including the U.8., ares?
ae Towardé the European Soviet Bloc:
On the basis of the 1954 List revision, the mﬁltilateral controls
cover munitions and atomic energy items, and highly selected industrial equipment
and materials virtually all of which are clésely related to military production.
There is a tight exceptions procedure for embafgoed items.s U.Se export controls
go beyond the multilateral Qontrols in that the U.S. embargoes items on the inter-
national quantitative list and about half of the iﬁems on‘the surveillance list,
as well as a small number of additionaliitems with respect to which the U.S. controls
can be effective by themselves. In addition, the U.S. examines critically appli-
cations for export licenses required as well for all items not specifically rated
for export control, and of the:*elatively'small numberiaéf such applications presented
has granted some and denied others, There are no import or finanéial blocking
controls by the UoSu or the other participating countries with respect to the
~ Buropean Soviet Bloc,.
be Towards Communist Chinas
The.UeS. maintains a complefe embargo (i.e. export import, financial
blocking and transportation controls) on transactions with Communist Chins. Multi-
laterally, there is an embargo on exports to China of all items on all the control
lists for the European bloc plus certain additional items. In substance, pro-
duction and industrial goods are covered, but not purely consumption goods. There

are agreed exceptions procedures to ‘the multilateral China embargo which have been

increasingly utilized by the participating countries.

SECRET
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c. BEnforcement:

Coincident with the List revision, agreement was reached on im-
proved enforcement techniques, particularly with respect to transit trade and
transactions in contrdlled commoditiles through third countries,

8. A widely varying range of EasteWest trade controls is applied by coune
tries which are not members of CG/COCOM. Some of these controls are founded
upon bilateral understandings with the U. S. or upon multilateral agreements,
including the United Nations embargo resclution against Communist China; others
rest upon unilateral determinations of foreign policy, including a desire not
to frustrate the efforts of friendly countries participating in multilaterally

agreed control measures,

Summary of Courses of Action and Recommendations

9 There are four alternative directioné in which the present above out=
lined economic defense control systems both multilatersl and unilateral, can be pahﬂxﬁ:

First = retention of bresent restrictions,

second = toward extension or tightening of restrictionse

Third - toward relaxation or reduction of restrictions against the

European Soviet bloc,
Fourth = toward relaxation or reduction of restrictions against China
alone,
10, The Task Force recommends:

a, That so long as current conditions of world tension endure, the
present economic defense control systems be retained, with continuing primary
reliance on multilateral cooperation, and with constant effort directed towards
improvements in techniques and administration,

SECREL
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b, Should the President, on the advice of the NSC, find that:

(1) conditions of world temsion have mterially worsened, then
the second gltema‘bive should be adopted,

(2) conditions of tension between the Fpee World and Eastern
Furope have materislly lessened, then the third alternative should be adopted,

(3) Commmnist China has relinquished her posture of actual
aggression which has hitherto set that regime apart from the rest of the Soviet
bloc, then the fourth alternative should be adepted to the extent of establishing
mltilateral controls on a basis of general wiformity towards the entire
Soviet bloc, The U, S, should then ﬁonsider whether or no%mgressively
: ﬁgﬁ:_éccomnodam its controls to the multilateral control system in effect,

(L} the lessening of tensions described in (2) and (3) above
both have occurred, then a combination of the third and fourth alternatives
should be followed,

11, The above general conclusions rest on the following more particular
findings and recommendations:

a, The economic advantage of EasteWest trade is greater for the
Seviet bloc than for the Free World, All Bast-West trade increases the Bloc's
economic capabilities relative tc the West,

b, The maximum potential impact of trade comtrols on the Soviet
bloc is limited; nevertheless, it is deemsd significant to the security
interests of the Free World,

¢, The nature of the Soviet bloc econony and its system o.

allocating resources would indicate that the present sriteria 1 which an

#/Commerce and MDAC recommend deleticn of the bracketed language; Defense, State
and Treasury recommend its retention,

SECHET

I s

Approved For Release 2000/09/13 : CIA-RDP64-00014A000100040001-7



Approved For Release 2000/09/13 : CIA-RE5ER100014A000100040001-7
e B -

item is determined to be "strategic® or ®non-strategic® and, therefors, subject
to control, needs re-cvaluation, Denial of those commodities, technology ar
gervices which imposs the greatest economic cost to the Bloc would be an added
factor in the criteria for determining which are "strategic®,
Zﬁlth@ugh.the Soviet bloc economy is large and flexible, it is

currently incapable of supporting from its own resources a mobilizabion base
of sufficient magnitude to envissge the successful prosecution of a global
nuclear waggl%

do The greatest economic impact on the Bloc from trade controls wonld be
achieved by utilizing every opportunity which the political and megotisting site
uation permits to enlarge the scope and severity of the controls.

e Any attempt at broad extension of multilateral controls faces strong
oppositioh from our principal allieg, who skill favor further relaxation.

fo Consideration of any change in controls must take into account both the
economic defense impact of the clange and an evaluationm o its impact in terms of
broad U.8., political objectivese.

go For the presemt, the scope amd severity of the control program should
remain appf@mimataly'as now constituted,

he The major courges of action which should be followed ares

(1) Oriterias Intensified study should proceed om possible revision

of eriteria for placing commedities on the export control lists,

ﬁ/ ﬁ@f@nse proposes inclusion of the bracketed paragraph as a second sub=paragraph
under co State, CIA and MDAC opposs its inclusion.
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inecluding in such studies a detailed consideration of means
for imposing the greatest economic cost on the Soviet bloc.
The relative cost factor, if included within the criteria for
tstrategict items, would not pre-determine the extent of
coverage of the lists, which 1s a separate problem, but would
tend to clarify the underlying rationale and better attune it
to the achlevement of maximum impact at any negotiable level
of security trade controls, Most items on the cﬁrrent export
control lists for Rastern Burope would be retained under con=-
trol in any case because they have qualified for contrgl
under th® elements of criteria which would still be retained,

Non-strategic Trade: The U, S. should refrain from encouraging

"pon-strategich trade with the European Soviet bloc either by
itself or by other Free World countries, However, the U, S.
should approve shipments of such commodities from the U. S.
where U, S. unilateral controls would not be effective,

Agricultural Commoditiess These should be handled on the same

basls as other items, subject to the considerations involved in
resolving the more general problem of disposal of governmente
held agricultural surpluses.

Chima Controls: - Present multilateral and unilateral China

controls should be maintained to the extent possible at leasth
until such time as the NSC makes a finding that Communist
china is no longer an actual aggressor, Meanwhile, immediate

study should be undertaken of a ratiocnale and basis for a

revised China control system for use at such time as the
SECRET
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inkernational situation makes an adjustment necessary or

desirable.

(5) Soviet Feonomic Penmetrations Bfforis to counter such penetra-

tion should gensrally be based en broad U,8. économic assistance
p¥ograms, wathep than oB gpot peactions.

(6) Import and Financial Controls. WU.S. import and financlal controls

should Be maintained sgefrist Communist China, but should not be
imposed againgt the European Soviet blec. Long-term credits to
the Soviet bloe should Bbe @lscoutaged.

§7) Tproved multileteral opzanisatisne The U.5. should seek fieans

of strengthening the C¢ organization and consider :‘Lté possible
inclusion or closer alignhment withk MATO.

12, Amplifying the above recemmendations, a geformulation of detailed policy
has beem embodied in the attached proposed revised gltatement of economic deé=-
fense policy, which calls likewise upon the implementing agencles grouped in
e Roonomie Pefenge Advisory Commiti&e to give ccnﬁiﬁgiﬁg attention to carrying
- oub certgin subordinate ;shiif'té in emphasis im the program and to explering and,
if pogsible, effecting various technical improvements ifi the controls system.

gartlcuxlar ?robleg@_ afd Issues

13, Although #he foregoing exposition o@tlines the generasl tenor of the Task
. Forcs's policy recomena‘&tignsx,- it 1s believed it may be helpful to treat
somewhat more specifically of certain of the key questions and problems

studied im the course of the review. These gqusstiens and pyoblems are dealt
with at fapy gpeated length in the Staff Studies conteded in the Appendix t6

this Report, But the following summaty discussion of ibhe@ individual problems

will attempt to point out how the tentative resolutiom of thes® issues has been

temeit of poldcys
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Evaluation of Objectives and Technidues of feloctive fport Gontrols (See

8taff Studies Wos. T and 3).
. TFirst and foremost, the Task Force has grappled siith certgin fundamental
- problems as to the objectives and scope of the trigde colitrol piogrsm (beyond

- the munitions and atomic enepgy taterisl cotitiols), the lmplications of intel-

ligence evaluations 2y to its iMpact - present snd potential - and the choice
of techniques Tor best accomplishing the objectives which should be pursued.
The attention of the Council ig particularly drawn to the consideratien of
these issues, for their resolution affects in & major way the diyection and
flexibility of the econoric defense program, defifies a substantial portion of
the future work assignment of the EDAC agencies and predetermines in lafpe
meéasure the negotiating problems that will be encountered in future operations
under this policy.

15, This crucial analysis Yegins with the #ecognition of certain truths
iwhich heretofore may not have been wvery widely undefstood in the formulation
or application of economic defenge policys.

2, First, in aggregate termg, the economic afvafitage of East-West trade
.. ds greater for the Soviet bloc than for the Free World.

b. CSecond, subject to pe sible excEptions in gituations domimsted by
non-econonic factors, anything that increages trade hetween the Soviet bloc
and the rest of the world increages the Bloc's econpmic capabilities relative
40 thosé of the West and vice versa. Hence, a complete stoppape of East-West
trade would accomplish the maximum over-all loss of trade advantage to the
Boviet bloc.

¢s Third, to deny the Soviet bloc the import of a particular itefi does
@ot inevitably mean that the Bloc will not be able, goonsr or later, %o replace

SECRAT
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this item. In other words, we cannot predict precisely where, geographically or
functionally, the Soviet economy, which is large and flexible, will feel the impact
of the embargo. It is, however, clear that the embargo imposes a permanent cost --
a cost which can be regarded as a retardation in economic growth of indefinite dur-
ation. The initial impact of this embargo is felt more sharply in that sector of
the Bloc's economy to which the intended import would have made its difect contribution,
but may also have a broader industrial impact if the item is in short supply.

d. Fourth, the impact of trade controls on the Soviet bloc--even if the
economic cost were maximized through far more stringent controls than have been
applied--is small, either in terms of inhibiting military build-up or of retarding
relative economic growth, although the latter effect is relatively more signi-
ficant in the case of the higher level of controls directed against Communist
China. This impact, however, remains important to Free World security interests,
largely because of the delays imposed, since the potential contribution of Free
World exports would be utilized by the Soviets principally in the capital goods
and military sectors.

16, The first implication of the above truths is that with respect to fastern
Europe the distinction in the current economic defense policy (NsC 152/3) between
tstrategic" and "non-strategic®" trade as the control determinant is by itself inad-
equate, since any trade with the Bloc is on balance advantageous to the Bloc's
strategic position vis-s-vis the Free World and denial of any particular com-
modity can be evaluated only in terms of its "cost" to the Bloc's economy. Secondly,
the recent intelligence evaluation would indicate that the way for the U S. to
achieve the greatest economic impact on the Bloc from trade controls 1s to seek
every opportunity which the political and negotiating situation permits to enlarge
the scope and increase the severity of the control progrsm. In contrast to

SECRET
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current policy, this evaluation would tend to attach security importance to items
on the basis of their relative cosﬁﬁ/'whether or not previously classified as
strategic or non-strategic, If not qualified by other conslderations, this eval=
uation ﬁould require recasting of current non-strategic trade policy to an attitude
of discouragement or, at most, reluctant acqulescence.

17, Regafdless of the force of this analysis, a total embargo policy mus®
necessarily be rejected at this time. First, a total embargo, or even a broad
extension of the scope of control, would be strongly resisted by our allies.

Their reasons would range from purely commercial considerations to their views

of the requisite means for reducing jnternational tensions. Even aside from the
views of our allies, any proposal for & complete embargo would have to be welghed
against our own views of the politicai and psychological effects of a trade con~
trol program of any given severity on international East-West tensions,

18, Given, then, a conclusion that trade c¢ontrols toward FEastern Europe
should remain on & selective bagis, should they not, however, be greatly expanded
in scope and severity in order to increase their impact in terms of economic cost?
On the basis of all owr experience, it must again be recognized that no major ex«’
tension of the control system is negotiable under current conditions. Nonetheless,
the Task Force believes U.S. sconomlc defense policy should be to achieve the
maximum impact, l.e.; the greatest economic cost to the Bloc from trade controls,
achievable consistent with the position of our allies and the international climate

which obtains.

%7The phrase vrelative cost" refers to an appraisal of the relative contribution
which various imports mske to the Soviet economy, Employing this approach for
the purpose of selecting the goods 10 be controlled, commodities or commodity
groups would be differentiated in order of their relative scarcity or the relative
difficulty (costliness) which the Soviet bloc would encounter in producing such
goods at home as contrasted with obtaining them through foreign trade.

SERET
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19. The problem of carrying the above pring¢iple into practice is basically
one concerning the techﬁiques for application of the selective contyol concept.
It should remain the task of the agencies concernsd with implementing the
economic defense program to explore and develop improved or additional criteria
and techniques for the application of controls selectively to establish the
degree of s@veritj in the denisal progrtam which current circumstances permit
in the way of avoiding significant o ntributions from the Free World to the
Soviet bloc's economic capabiiiﬁiés for war.

20, S8everal techniques now under study offer some promise of advéncing the
effectiveness of the program, of rendering it more flexible and of avoiding
some of the controversies experienced with owr allies over the appropriate
interpretation of the agreed criteria, or listing guides. One of these
techniques is the relative cost approach (see Staff Study No. 1); another
is the simplification of the control iists to deal with key categories of
commodities instead of individual itefis. & wariant of these techniques
is the mobilization base approéch, which, in atfempting to measure scarcities
of critical materials in the Soviet bloc, analyzes the relative gaps, in
resources and time, between thé curreﬁt indugtrial base for military pro=
duction and the base needed for sli-out war production. This analytical
approach could be applied seledﬁively either-to narroy of broad gectors of
the Soviet economy. All thesa;teéhﬁiqges,‘an& others, should be seriously
studied; explored with our allies,‘WhaneVEr feasible; and ingorporated
within the control system whenever found suitable for either unilateral or |
multilateral acceptance, whether as a substitute for, or a supple@ent to,
the existing techniques.

SECRET
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21, On the basis ¢f the foregoing mnwlysis; the Task Force has recom-

mended, ift the form of $he attached proposed statement of pdlicy;§/;0ﬂtinued

adherence to a selective @xpert control system geared to retarding the

growth of the Furopean Soviet bloc's economic capabilitdés for war, but
with a fuller rezlization @f the nature and true impact of such program,
and with difections for work designed t¢ improve and sharpen the program
whenever consisten£ ﬁith ¢hanging conditions and opportunities.

Non-strategic Trade {See Staff Study No, 9)

22, There has been feor somewhat over a year a persistent question
as to the attitude to be %aken towards so-called non-strategic trade, i.e,,
trade in commodities which are not in¢luded on the export control lists,
Generally speaking, the Buropean participating countries have favored the
expansion and promotion of nop-strategic trade, The United States, on the
other hand, has tended to take a lessienthusiastic attitude, emphasizing
to other free world countries the pitfalls likely to be involved in expanding
non-strategic trade with the Soviet bloc and refraining in this country from
the active promotion of U, S, trade with the bloe, The existing U. S, policy
directive (NSC 152/3) is somewhat ambiguous on the treatment of U, S, non=-
strategic exports, In paragraph 10 under "General Considerations® the policy
authoriges a Ygradual and moderate relaxation in the,,.practice of virtual

embarge of shipments to the European Soviet bloc" taking due consideration
of the effect of such relaxation on the total economic defense effort, On

the other hand, in paragraph 21(b) under ®Courses of Action" a "general rule®

of approval fer exports of items not on the U,5, MESL is clearly ététedgEH«

"4 Dee particularly paras. 1; 3, b, 6, 10, 18a., 20, 22, 2k, 25, 36d. and 37a,

SECRET
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23, Qur concern over trade in the items not included in the export con-
trol lists is heightened now by the foregoing re~evaluation of the impact of
trade controls, which emphasizes the importance of relatively high-cost items,
This re-evaluation wight, after further inter-agency study, cause some revision
of the present criteria so as to include the relative cost factor as an added
criterion to aid in making selections for control. However, it has also become
even clearer, since the adoption of N3G 152/3 and the August 1954 revision of
controls, that there is little to be gained toward U.S. economlc defense
objectives vis-a-vis the European Soviet bloc by the embargo by the United
States of commodities or technology which either are or would feadily'be shipped
to the Soviet bloec from other free world countries. Aocordingly, it 1s recoms
mended in the policy paper that the general rule of approving exports to the
Puropean Soviet bloc of those items on the MESL not specifically identified for
embargo and of all items not included on the MESL be clearly confirmed both in
paragraphs 10 and 20¢, This rule will have the effect of continuing the embargo
from the United States of items on the international lists (except for some sure
veillance items) plus those few additional commodities whose flow to the Bloc can
be effectively*controlled unilaterally through the United States control system.

2L, Tt will also permit the U.S., through unilateral restriction of
its exports to the Bloc (direct'and indirect), to impose an increased cost
on the Soviet bloc either through forcing the Bloc to purchase avallable pro=
ducts in higher cost markets then the U.S. or through limiting the availam

bility from the West to less than total Soviet bloc import requirements.

SECRET
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Sﬁfficient fléxibility would algo be maintained to deny or étherwise limit
particular:cases because of ﬁhe special circumstance§ involved, - Thus the
U, 8. export control system might operate so as to impose a further cost on
the Soviet economy over and above that produced by the multilateral control
system, while freeing the U, S, and international trade communities from
relatively ineffectuai cqntrol requirements, By.narrowing the gap, however,
between the export contrel practiceé of the U, S, and its allies, the revised
policy would reduce current frictions between us and our allies, particularly
with respect to the re-export of U, S, products.

25, Logically, thé above analysis might be taken equally to impel the
U, S, now to license, within appropriate limitations, exports of items on-the
international quantitative control list and certain items on the surveillance
list. >Ehis.approéch may without serious effect be applied to.the latter,
However, the Task Force believes that for the U, S, to adopt this new course
for items internationally agreed for quantitative'control might seriously
engender new pressures for relaxation in the multilatersal control system,
and this course therefore should not be undertsken et this time,

Treatment of Agricultural Commodities (See Staff Study No. 9)

26.‘ The general rulé of approval for U, S, exports to the European
Soviet bloc of items not on the U, S, MESL, set forth in paragraph 10 of the
policy paper, explicitly includes agricultural products, There are certain
limitations on the general applicability of this rule to agricultural products
which should be noted, Without going into the details of the policy and
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- legislative decisions which serve as a limitation so far as U, S, exports of

agricultural products are concerned (aﬁd which are dealt with in section A 3
of the Staff Study) it may be concluded that there are in practice only two
possibilities at present for the U, S, export of agricultural products to

the Buropean bloc, The first is in the area of private transactions involving
products acduired from commercial stocks rather than government stocksy the
second is in the area of possible direct government-to-govermment sales for
dollars when there is a clear advantage to the U, S, and no materlal injury

to the trade of friandly countries. |

Differential Controls Against Communist China

27. One of the central preblems confronted in the review is what thg
outlook bf U. 8. economic defense policy should now be toward Communist China,
As indicated above, the Task -Force has.found that U, 3. security objectives,
in both the politicai and economic defense aspects, call for the maintenance
of economic, political and moral preséures on Communist Chiha. A significant
element of these pressures is furnished.by the.present higher level and wider
scope of both the multilateral trade controls and the even more gtringent
U, 5, export, import, financial‘blocking and transportation controis, Accord-
ingly, the Task Fbrce'has found éhat under present conditions of world tensions,
China controls should be maintained at least at their current levels, However,
it is necessary that effort be undertaken now to establish more clearly the
specific rationale which supports the current multilateral commodity controls
and which will assist in preserving the more important aspects of such con-
trois if pressures toward relaxation are significanﬁly increased,
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ofi, At the same time 1t seems necessary to lovk ahead at possible
developments in the fluctunating world tensicns $o assure that our economic
defense policy will be sufficlently responsive to the changing needs of overw
gll U, 5. security interesis. The more geWére tiade control treatment of
Communist China followed the open sssumption by that regime of the role of an
actual, rather thai a potential, aggressor, Muture major dbwnward.adjusﬁment
in the twade control systens should depsnd on the event, which may or may not
oocur, of our making a finding that Comnmupist China hag ceaged to he an actual,
rather than a potential, aggressor. The Task Force reconmends thabt the
decision and timing iavolved inm this sopt of trapsition be reserved for the
President and the National Security Council. Further, for such transition,
the Task Force has not found it poswible at this time to recommend the precise
steps which ghould be taken in the adjustment of the control systems nor the
timing which $hou1dfgoVérn‘each-suchvstep; and accordingly has recommended,
in paragraph 37 of the proposed policy statement; only the setting of the
general diractitns of the course of action to be followed.

29, If, on the other hand, tensions in the Far East should increase, as
is entirely possible, the ¥. 5. sheuld be prepared, on indication from the
National Security Council, to exerd its leadership in indueling our allles
to broaden and strengthen the existimg multilateral control system in the

direction of achieving maximum possible economic impact.
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30 In reaching these various conclusions and recommendations, the Task
Force has been influenced particularly by the following cansiderations:

a, The higher level and wider scope of trade cantrols applied against
Communist China do not, on the whole, deprive Commmnist China of any specific
item available from ihe Free World to other parts of the Commnist bloc, but
do impose on Communist China a significant aggregate cost, estimated to run
between 155 and 245 million dollars ammually. The smallest part of this
aggregate cost (estlmated at a minimum of 30 million dollars amnually) is a
reflection of the costs of transshipment and procurement through Eastern
Burcope and of the inferior terms of trade resulting for the Chinese Comrunists
fram the differential controls (it must be noted thét.this portion of the
aggregate cost of the differential controls could be increased if the Western
European countries were willing to move toward its max1mization by sincere
efforts to avoid dxver31on to Communist Chlna of exports osten51b1y destined
to Eastern Europe and by avoiding significant contributions to the trans-
portation resourées of the entire Communist bloe), A sécond portion of the
aggregate cost, estimated 35 to 65 millibn dollars annually, results fram the
reduction in over-all trade between Japen and Communist China which is an
indirect result of Japan's adherence to the multilateral control system,

The largest portion of the sggregate cost of differential controls, estimated
between 90 and 150 million dollars annually, results from the nnilateral
U.5, import and blocking controls, which have denied a significant unique
market to Chinese Communist exports and which have cut of f the flow of dollar

remittances, #f

#]In addition, there are approximately 100 million dollars in Chinese

Communist assets blocked in the U,S, SECHET
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b, Bxcept for Japan, the differential export controls hold relatively

small economic significance for the participating countries, including the U,S.
This fact highlights the essentially political nature of most objections to
further.maintenance of the control differential, The political attitude of
our major allies in this respect is colored by_their'anxiety to realize a
material reduction in international tensions and a greater belief than is
shared by the U.,5. that an increase in the séope of trade and canmercial conh-
tacts between East and West will significantly facilitate this result., Some
of the participating governments also feel strongly that the diseriminatory
trade treatment of Communist China is Solidifying'faﬁher than weakening the
economic and political ties-beﬁﬁeen Comﬁuﬁist China and the USS‘Rn In this
respect they feel that the gifferenticl in the multilatersl controls is
illogical, forcing the trade to pass thrbﬁgh middlemen in Eastern Europe,
contributing an aggravation in political relations and a domestic administra-
£iveﬂburden,'ﬁithout.écéompiishing théhdénialxof”éffétégic goddé to Commuﬁist
China, For the U,S, also maintenance of the differential éontrols represents

basically a political problem, particularly with respect to the multilateral

_controls, since these controls, epitomized by the U.N. Embargo Resolution,

gsymbolize the Free World's united attitude against an acﬁual aggressor and
contribute moralland political; as well as econbmic, préssufes toward an élter—
ation in attitude of the Chinese Communist regime, The U,S., furthermore,

has a different domestic politicel situation than does Western Europe with
respect to economic meésures against Communist China, since our people have
felt more directly and sharply the human and economic sacrifices entailed for
the Free World in prosecution of the Korean War and in bolsﬁering the strength

of non-Commnist Sovtheast Asia,
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¢, If and as futﬁre events contribute toward a'v-fx_lftr’ler' reai; or apparent
relaxation in world tensions, the politi'cai problem .presen.ted by pressures for
reduction of the differential controls wn’lﬂ.;,increase,., Thus, for example, a
Japanese foreign office spokesman has '_:t'ece‘ntly informed our Embassy in Tokyo
that as soon as the international politica'l' ei’t)uaﬁion will permit his govern-
ment will call for a meetmg of the Consultatlve Group to consider replace-
ment of the dlfferentia] of China trade contro]s w:Lth a U.'ﬂlfled system at the
COCOM level., Even prior to any such call for a CG rev:n.ew, we are mee ting
enhanced pressures on ’ohe level of the export controls in the fom of increased
requests in the Par:.s Ghina Committee for except:.ons from the smbargo.

d, Were the U,5, now to participate 1n a, multilateral adjustment of
the China export control lists, our efforts toward retention “of maximum im-
pact consistent W1th polltlcal oonsjderatz.ons would be hampered by deficiencies
in the existing 1nterna1 ra‘oionale for mclusion of items in an embargo toward
Communist China, We need urgently to prepare our rationale and case for
restrictions of the type and extent we should msh to see cont:mued effectively
against Comunist China either in the form of a uniform list for the entire
Comm_unis‘_o blo'c_ , with such exce‘ptions. as may be feasible and when it becomes
timely to make that :sor"t- of ﬁransi’cion, br'in the form of & narrowed differ=-
ential if adjustment becomes necessary prior'to the t:‘i;ne vhen, as a general
approach, “controls should ap}eropriately become uniform for the entire Communist
bloc, Unless we are so prepared in advance, we shall be unable to exert
effective leadership toward the type of adguetment we should think necessary,
in the face of obvious pressures to relax beyond the bounds Qf.prudence and

necessity. This is a problem which should engage the jmnediate attention of
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the implementing agencies in the economic defense cémmmity.

e, Finally, in any such future major transition in the control sys-
tems, the wisdom and timing of adjustments in U.S. unilateral controls will
remain_ﬁore clearly in our own hands, We must take due account of the fact
that differences between our conﬁrols and the multilateral controls contribute
to certain frictions with our ailies. Such differences also derogate to some
extent from the multilatéral apprdach to an effeqtive economic defense sys-
tem, However, pressures from our allies against maintenance of unilateral
U.S. controls will beISlight, and our unilateral controls will not there-
fore be subject to all the same political considerationé vhich may then induce
an adjustment in the multilateral controlé. The:judgmént basis for further
méintaining‘U.S. unilateral controls should then rest on evidence of their
conbinved effectiveneés in~impoéing on the Chinese Communist economy sig~
| nificanf éééts'éadiﬁidhai €6'£ﬂosé:iﬁp6Séd'by.thé ﬁultiiéféfaiiébﬁtrbl
gsystem and on the political desirabilitiés or undesirabilities of relaxing

these unilateral controls,
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| Soviet Eébnomic Penetfétion‘ (See Staff'study'No. 12)

31, During 1954 and 1955 the»USSR has augmented its attempts at penetration of
underdeveloped countries of the Free Wbrld,economic.develoPment and technical
assigtandé offers, in gome instances linked to trade. While the Soviet offers

thus far remain largely untested in terms of actual performance, the Soviets could

probably supply technicians and significant 6ateg¢ries of capital goods to less

developed cduntries.in instances where they might expect.econohic assisgtance would
pe:mit significant political gains. Since avary_gfant of assistance to countries
outside the Soviet bloc involves a sacrifice of doméstic-investment,'the Soviets are
not.now likely to 1aunch;a.larg§-acale'capitai'exPort program.

32, It is clear that Soviet activities-in underdeveloped countries should be

- followed closely and that the United States should be prepared to take such action
a8 seéms”épprbpriaté“iﬁ particilar céséss*‘THGTE“dre'limitatibnS’oh the extent to

" which the U.8. is abls to counter specific Soviet efforts, and it must basically

be assumed that existing U.S. foreign économic policies énd assistance prograns

provide a‘generél counterweight to Soviet economic penetration moves. Paragraph 36

“of the policy paper makes this.point clear. it provides additionally that the U.S.

should insure that U.S, foreign economic policies and'érograms outside the specifiq

export control field také aeconnt of +the desirébility of reducing as far as practic=
able the scope for successful Soviet bloc penetration.mnves, and that less developed
coﬁntries shoﬁld be made adequately aware of tﬁe nature and scope of U.S. assistance.

The proposed policy paper contimes in paragraphs 12, 1lh, 29 and 30 the policy of

attempting ' -

to reduce strategic risks arising from excessive dependence on the Soviet bloc,
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" and lin"bax;a.graph 29 states' mbr’é clearly 'thén was the case in NSC 152/3 U.. Se

: readiness, within the 11mita of feasibility, to aasist free world countries
threatened with  such dependenceo It also fosters the provision of adequate safe=
guards agalnst Sov1et bloc manlpulatlon of trade.

Import and Flnancial Gontrols Agalnst Eurcpean Soviet Bloc (Staff Study No. 10)

33, The questlon of whether import or financial controls applicable to the European
Sovie*b bloc would be desirable Was not dealt’ with exphcit.ly in NSC 152/3. A
limlted problem of whether to restrict certain imports into the Free World from

_the Soviet bloc other than Communist China was, however, subsequently examined

~at great length within the EDAC structure. The result of that examination was
-1nterdepartmontal agreement, atrleast with.respect.tO'the limited problem then
under'study,ifhat iﬁ.woulofbé unnecessary and undosiﬁoble, under current conditions,
 for' the United Stabes to apply impart or finahoial Gontrols against membsrs of the’
Soviet bloc other thaﬁ'Comhunist'Chinag The qnestioc ﬁos'been eiplored on a broader
basis for this feview (staff Studj.No. 10); and:paragraph 13(b) of the policy paper

reaffirms and generalizes the earlier interdepartmental recommendation.

34, Several consideraﬁicnsbon occasion‘havo been ad#cnced ln favor of the U.S.

» impocing‘import and financial controls oﬁ the entire-Soviet bloc. One is that
-such controls would deprlve the Soviet bloc of the foreign exchange proceeds of
exports and rcmlttances from the dollar area. These receipts amount to about

- 65 mllllon dollars annuallyo In additlon, there are about 20 million dollars of
Soviet bloc assets that are stlll unblocked 1n the U S., which the bloe could be

dsnied through 1mp051tlon of complete foreign funds controls. Another argument
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which has.been advanced is that'sﬁch controls are necessary to deny dollar funds

fwhich Communist countries are u51ng to. flnance propaganda and subver51on in the

_Free Wbrld countrles.

35, It is true that complete 1mport and flnancial controls would deprive the

.Sov1et bloc of some foreign purchasing power and of some dollar earnings. However,

since no such control could be expected to be fully effective, dollars would still

be obtained by the Sov1et bloc for subversive or. other uses. The loss of exports

to the UaSe market could to gome - extent (probably roughly: about 25 million

'dollare), be made up by sales in other Free World markets. The total impact on

‘the Soviet bloc, therefore, would not appear to warrant the establishment of the

controls under. current eondltione.

” 360” A system of selected 1mport and financial controls would be even lees o

‘_vefflcaclous, and hence still less d681rab1e at this time than the broad controls@

An effort. to apply U Se 1mport controls selectively only to certain Sov1et pro-
ducts would be merely an arbitrary attempt further to curtail the present small
volume of Sev1et trade witb the U.S. The bloc.probably.could ‘evade the restrictive
impact of such partial‘eootrols by sobétitoting other'prodnete for export, .and
itiwotld_be diffioulttto demonétrate'to thefimporterS-affected.by the selective

controls why they should forego the commercial opportuﬁities of'trade with the

~ Soviets while other_importers:were‘permitted to furnish dollars to the bloc for

the products which had not been nbﬁinated for this arbitrary. discrimination.
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37, A‘further problem consxdored by the Task Force concerns the ‘provision of
credlt dlrectly or 1ndirectly'to the Sov1et bloc for the purchase of Free World
goodso Vhile, apart from.normal.sw1ng balances,=such credlt extengions currently
have not beén.snbstantial it'is possible ﬁhat commercial préésures and political
oon51derat10ns may lead a number of frlendly countrles to provide additional long~
term credits in 31gnificant volume. Such actlon would represent a reduction in
current cost to the Sov1et bloc of. the acquisitlon of imports 80 flnanced and the
Task Force belleves that U S policy should be to discourage any trend toward sub--

stantlal enlargement of such long—term credits.,

Problems of" Unity and Effectiveness in the Mnltllateral Orggnlzation
- T8ee Staff Studies Nos., 11, 13, T, and 157

.. 38 A key element in. Uq 5. economic. defense pollcy has_been. the desire to. ...

' preserve an effective multllateral program for controlling exports to the Soviet

'-._bloo. The multilateral Consultatlve Group structure in Parls has been the

,organlzatlonal mﬁans for @eveloping and carrying_out‘a‘cooporat;ve,con@rol program.
. Tho mulfilatoral'organizaﬁion.has been a highly usefﬁlfandla reasonably succesgsful
ventorefond represonts the_heort of_thc:multilateral program;‘_Iﬁlis perhaps to
 be expeotcd ﬁhat?anforganizaﬁion which has been functioning conbinmuously for over
foive ycars'éhould‘develop.oertain'sﬁrcsses.inflts operation,.»The Consultative
‘Group,structure currently'has a number of such streoses ﬁhich comé to the surface
in connection with_parficular issues and vhich are indicative of some more basic

differences in philosophy, .
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2 39, One current indication of stress is the oﬁmulative‘trCSSure of exceptions
to the China embarge which coula, if not ourbed, result.in_seriously“ﬁndermining
the multilateral controls towards Communist China." The'Uoited‘States,attemptslto
exercise appropriate flaxibility as authofized in NSC.Sh29/5,'bot there are limits
‘to the extent to whioh the progression of exceptions oanﬁbe continﬁed without
1basically altering in practice the agreed policy of moﬁé stringent.controls towards
Commnnist'Chinaa A further problem is that'of developing a more meaningful
quantitative cootrol and surveillance policy with rcspect'to exports to the
" .Europeah Soviet bloo. in a numter of cases there.has been failure to reach agree-
ment'on a List II quota, or the quotas agreéd to have been unsatisfactory in the
U, S. view. Little progress has been made toward developing effective List III
surveillance teohniquéso | |
hO, Theae problems are 1ndlcat1ve of a pa551ve or actlvely reSLStant attltude
.'on the pdrt of other part7c1pat1ng countrles; In thls respect the Unlted Klngdom,
which 1s at once a leader and the prinecipal opponent of 1norcased controls,
ep1tom1ses the problem. The United Klncdom, whose pos¢t1ve support is gcnerally
essential in obtalnlng favoraole multllateral actlon on any 1mportant proposal,
has steadfastly resisted all efforts to resolv¢ the outstanding problems remaining
from last summer's review in a manner which wouid be congistent with improved
contt'ols° If the United States were to reach the point ﬁhere'it is unable to
make further multiiateral progress because of this gen@rall& resistant attitude,
it would have to choose between relinquishing'part of its objectives or making
greater resort to the inducements cr pressuteé which are dealt with in Staff
Study 11. Tho conclusions r@éched in the policy papet are that both types of
| device
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device may be approprjate-and effective-in selected'instances, that,inducements -

are generally preferable to pressures, and that therc are dlstlnct llmltatlons

on the usefulne%s of both they may confuse and compllcate other U. S. policies

and prOgrams, and may at time conflict- w1th ﬁhe voluntary multllateral approach.

41. The stresses which are currently apparent in the'CG structure,.therefore9

. cannot really be corrected by unilateral U, S. actions. Those stresses are

indicative of a far more basic diffcrenéé‘in philosophy between the United States
on one side and mosﬁ of the Western DBuropesn participating.countries on the other.
The-dritéfia for the listing of strategic1¢ommpditigéjhay¢ been susceptible of
dlfferlng 1nterpretatlonso Even aﬁart from'thé diffefenéés'over.criteria and

basgic procedures, there is no. flrm, agreed doctrlne underlying the Consultatrve

. Group. The absencc of a common phllosophy has led to the aggravatlon of dlS-

agreements on speclflc 1SSue . oW that the Wbstern European countrles regard the

relaxation oi world ten51ons as remov1ng the overrldlng 1mperat1ve fbr securlty

trade controlsu _Thls deflclency in phllosophical orlentatlon has been analyzed

in Staff Studies Nos. 3, 13, 1L and 15. Studies Nos. 1L and 15 explore partic-

.ularly-the possibility of curing the deficiency through a cloger alignment or

even‘consolidation'with the NATO, which does have a recognized basic rhilosophy
accepted by the members and is fundamentally oriented towards collective defense.
2. It iSjaccordingly the recommendation of this paper, touched upon in

footnote 3 in the attached policy paper, that fufthcr study be carried on of the

. possible advantages of associating:thg Consultative Grdup structure with the

NATO in the terms initially set forth in Staff Studies 1l and 15, as a means of

Jimproving
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‘:impréving the unity~éhd‘efféctiQEneés;of}thé organization. -~
:Conclu51on
;h3. In ‘the 11ght of the above cons1deratlons, the Task Porce recommcnds
that the Coun011 on Porelgn Economlc Pollcy approvc the attached proposcd rev1sed
. statement of pollcy and forward it to the Natlonal becurlty Councll ior thelr
b 'con81derat10n. Thc Task Force also commends the Appendix, contalnlng the btaff

"btudles, to thb attentlon of the CPEP, and recommends that these studies also be

. transmltted.to the NSC fqr thq1r informatlpn:gnd;referenqe.
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